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Early genera l election becoming a possibility 
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A British general election in October or Uoyenber is 
conin^ a distinct possibility* The decision, which is 
ine I’inistcr Attlee’s, will probably not be nade until 
ter the conclusion o J ' the v ;aohi.nrton economic and financial 
n Terence in September. But if, as is widely anticipated, 
o conference fails to produce an agreed and politically ac- 
- table urogram to arras t the fall in Britain’s gold and dol* 
r reserves --and if, therefore, Gainful adjustments in the 
aostic economy or continued financial deterioration appeal* 
escapable — the Labor i Its may see* re-election as soon as 
noli can be conveniently held. 


Until early summer the evidence pointed to the Labor 
pa'ty’ s intention not to call the next ; encral ejection be- 
fore" soring 1050 (constitutionally, the election must be 
held by August 1950), By then, it was believed, recovery 
would have proceeded ami the legislative program for Labor’s 
n first five years'* woulw have b.-en accomplished* Britain's 
ran id financial deterioration, however, became apparent by 
July and the downward trend in its gold and dollar reserve 
has continued* Labor °arty loaders must by now have reviewed 
their electoral plans; whether the Party’s chances will be 
better in the fall than in the soring must have been at is- 
sue. Failing substantial new IIS aid as a result of . the ^ Sep- 
tember conference, the British financial situation is liyelv 
to continue to deteriorate. Readjustments . in- the domestic 
situation, involving a lower standard of living, will be in- 
evitable. It night seem prudent, therefore, for the Labor 
leaders to seek their new mandate as early as possible, be- 
fore the blows have fallen on the ronulace and before their 
prestige declines further. 


2, US-UU relations under stress 


US-UK relations are now being exposed to^unusual^stress; 
and if, as seems likely, the forthcoming economic^ and finan- 
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oial conference ''alls to produce u, new program 1 or British 
recovery involving no substantial cuts in the standard of 
living, US-UK relations will probibly enter a rcriod of 
acute strain. Only the USSR can jenefit from this situation, 

Public criticism in the US of the UK government » s 
handling ivf the British economy Uveloned broadly and ra^- 
\ lly from late July when the UK filed a claim with the CUES 
for a greatly increased dollar allocation. It has "been 
fortified by the iimre:-, ion that the UK is taking no new 
action to cone with its nroblcms, exemt to appeal to the 
».3 for more aid. That much of the criticism of "socialism'' 
i.ud the al l.eged failure to v/or'c w -d hat- lit le validity 
v. or sens the atmosnhoro la Britain. At a 1 a events, the high 
side of US criticism i" a continuously leading tonic in moot 

is often exaggerated; the annoyance 
the Foreign Office is an quest ion- 
feelings as a matter of major con- 
brovilit into the field 


\ h-, -p y>ac 
w j.a. w * ' ■ 


i, where 
his become mutual; < 
auly treating Anglo-113 
corn. • 'or cover, the issue 


}. 

r i- 

■-rTg* 


is Doing 


of politics. The Labor "arty or • an, the Daily Herald , has 
taken the line that US reactionaries arc increasingly anti- 
Labor, and some Labor! to publicists see a systematic at- 
tack on socialism by hall Street and dig Business; the op- 
position press assails this viev. on grounds that US criti- 
cism is based on the state of the economy and the reserves, 
rot on what reactionaries think about welfare states. 


But having a mure series.:; effect on Anglo-US re- 
lations will bo the cor. inf economic and financial confer- 
ence. If the outcc 'e is ft cl jar new program promising re- 
’s thou t s erica.-, reduction in 

relations will at 0o.ec- imreve, If, however, ns seems more 
likely at this juncture, no agreed program is developed 
at the conference and the Brit is 

show 

orate further. A. fall general election v:oiU . become more 
likely, and relations "ith the -US would "notably be an is- 
sue; the Labor ’’arty would Bono Kit especially r’ron those 
US criticisms of its policies which were ill-founded. In 
the economic sphere the T'K would inevitably move further 
toward the establish- lent of a highly protective, ul t ra- 
ni scrinin-tory tram? area. Thic would precipitate new 
criticism, spread!; g from US business circles, and US-UK 
relations would undergo a new strain. (Canada, moving to- 


co very without cerict:.. roauction in the standard o'’ living— 
a program which murt i nvolve new US aid in some f 'orm — US-T-" 


.r;h cone r ay with little to 
for their cleaving, US-UK relations can only deteri 
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ward economic troubles as a result of British policy, would 
aloo enter a period of strained relations with the W- 

Onlv the USSR would benefit from these developments. 
To s -ol it the US-UK entente cordials has been an aim of 
Soviet postwar policyT^sy-to-palnt propaganda pictures 
of the west falling aoart would in many eyes acquire more 

validity. 

S, British bus ines s in Shanghai -ores ring aome Bovern- 


npri t : 1 f o^r ’?reer Tr^ge^ ho 1 . icy ' 

The nature of the comnercia. 


ux WM , — u>es:.ure the UK. Severn- 

v icn f is under to foster trade relations with Communist Chiru 
ft Illustrated in the res sage despatched to London recently 
the British Chamber of Com were® m , nan. nax. .4uie re 
•nee li'u" the familiar argument about the advantages of <ceep- 
Ur V door on on to Western influence in China, the message 
P resses mainly the cost; o>* the contrary policy of acquiesc- 
■ j- r* in the nationalist blockade d Chinese norts (which it ^ 
considers doomed to failure in the long run) and proceeding 
v th the wholesale liquidation of British commercial ln-er- 
cbts in China. Severance nay, -creed saxes anu uie .-ike 


will, it is agreed, made 
out "terrific losses 
merely "standing by" 
to 

fnent’either break the rationalist 


such* licuidat ion impossible with- 
i‘or British firms* Pointing out that 
is 


alrenuy driving >or\£ 13 r I l. i sn i inns 


o 


?o r baLkruntOT the Bashfe to effect der.mds a speedy de- 
dsiol on British trade policy for China— tnat the Govern- 
ment either break the rationalist bloc ante ^^es.ore nor- 
~„1 consular and conmunlcat ions ciLi-mi.es with w°a unis- 
China, or tell British firms - finitely to cut their losses 

and null out. 

This type of nrossuro, of course, represents only 
no Of the factors that the K Ooverarent mat ta.ee into 
account in tetomlninf its China policy, teitish unsuus. 
p |OF o is both nu anti tat ively prem-or anu qualitatively 
different from US business— "business in China rather than 
-im China/ as one British businessman nut it and to a 
Tahge extent performing servj cos rather < tnan # selling com- 
modities. Since the value ^ of these Brioisi^ interests in 

Shanghai is so largely their going ^it^ndNee" 7 

are especially likely to suffer from an y ■ ^ see 
oolicy such as serves British interests in Hong Aong 
the time being. The UK Government is naturally aware of 
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the larger issues involved find ccrtain.ljy will not iei mit 
its China policy to be fomed on ourely corr.ercial con- 
i', id orations; but in its current economic suvimion one Uv 
is bound to be more sensitive than die VH to these consider- 
•ticra. am likely to v.ant lull assurance of the absolute 
necessity of any China policy that. will sacrifice British 
Interests there. 

af eet LCv riddle East 


t i 

f 4s 


Syr i an c oup_ will n r obabiy no 
policy 

The Syrian coup of 14 August 
none Arab circles as so uch in j.ri 
occasion rumors of British instij.nl 
have any uircct repercussions on U. 
Syria has never been a major area o 
London’s n a in concern over the coup 
possible effects on the general hit. 
ation, and British representatives 
immediately instructed to urge a nc 
the rovernnents to which they were 


, though regarded in 
tain 5 & interest, as to 
ion, is unlikely to 
riddle Bast policy, 
f British influence, 
has centered on its. 
die Bast political situ* 
in Arab capitals were 
11 cy of restraint on 
accredited. 


Indirect advantage to U.K. iiterests is suggested 
by a reference in one of the first corvuuiiques of Lol. 
Hsnnarf., the leader of the eour,, to the 'unsuitable fore if* 
nolicy 55 of his predecessor; for unuer the z.aiu Peg me thoie 
was abnormal friction between Syria arm Iraq anc. Jordan, 
traditional spheres oi British iniluoncj* ihc statement 
could also have referred to the terms c,. tne Syrian- Israeli 
truce agreement, to the granting o perm ss ion for the lay- 
ing of the trans-Arabian pipeline through Syrian territory, 
or to the reported renascence of French, influence in 
Syrian affairs. 

COr.'OrVKALTJI and LITHE 


5 . 


Britain’ s financial favors to India a nd ra ids tan 


The UK’s liberal allocations of sterling and foreign 
exchange to India a fortnight ago, and to Pakistan within 
the last few days, have or o voiced wide criticism because of 
Britain’s financial crisis. They are probably to be ex- 
plained as a measure of the British (rovernment’s concern 
over India’s deteriorating economy and of the importance 
attached to India’s ability to assume the leadership of 
anti-Comriunist Asia and thereby oro serve the .-cst’s eco- 
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he area, The lenient terms accorded Uaki- 
sian follow ria inly from the UK’s cont ir.u5.nr, policy of show- 
ing r, o favoritism between the tr/o countries, particularly 

at a time when there are indications o:' ( a rise in anti- 
iritish feel in,;: in ^ahistan. Another consideration (era.- 
••unsized by the Go /ernment * s critics } 'making for leniency 
to card both dominions is the need to surg-ort the UK export I 
so due tries supplying- these markets and to avoid serious 
dislocations of trade raj at ions . 

In the year ending 30 June, India spent the entire 
sterling allocation which was to have lasted three years • 

"his expenditure was la ; ely "or UK exports for which Brit- 
ain received no imports in return — and overspent its dol- 
ly r allocation by about one- third. These overdrafts are 
l.cln, ignored in the nev; financial arrangements • Moreover* 
tie annual allocation from the blocked .sterling balances 
for the current and succeeding years has been raised from 
tie originally agreed £40 to EGO nil lion annually with a 
c/islon for another £50 million if needed this year* 

■ fh regard to dollars, India is not to receive a’ specific 
. ! location since it has returned to full membership" in the 
ct '•y* ing area and has agreed, like other Commonwealth count nix 
: •’ •. ndoavor to cut i t r. >;,»t 


dollar spending by 


ull rter- 


• V nr:a mo nber shipj, however, will enable India to draw what- 
ever dollars it needs from the central reserves* and it an- 
rs that it is actually count ini: on the availability of" 
i-ore dollars than last year* This generous agreement* will 
impose a heavy strain on the UK, considering its present 
economic straits. Having been liberal - ith India, it fol- 
i owed that Pakistan won] a receive comparable treatment* 
arm; the same is likely to hold true for Ceylon. Releases 

the blocked sterling balances of these countries largely 
< v nc up as Payments for 1 > K exports, the so -called "unre- 
outted" exports in return for which Britain receives no 
irv-orte . 


LVt i on of S outh A fr i ca 

u„ Cabinet discusses economic crisis and Tndia-^akist&n 


reque s 


or coiiTererice 


The first cabinet session since * arl lament’s ad- 
■iournment on 30 June was called bv ’irirae ' inis ter galan 
on 16 Au;ust chiefly for consideration of the Union’s criti- 
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cal economic situation. Though Minister of Economic Develop- 
went Eric Lour; announced recently that there could be no 
further exchange allocations this year because the £55,000,000 
allocated to imports for the remainder of 1949 had already 
been exhausted. Cabinet decisions v.iil nrobably remain tenta- 
tive. Comprehensive remedial measures rail hinge upon the 
results of Finance Minister Havenga's loan negotiations in 
London end Mashingtcn. (On IB August Havenga arrived in 
the U° for- a month to raise a dollar loan and to try to in- 
duce the International Monetary Fund to increase the world 
gold price at its September meeting. ) 

Another matter up for cabinet discussion is the India- 
Paid stan request for a round-table conference on the Union's 
treatment of its Indian minority. South Africa has already 
indicated that the agenda for such talks must include the 
repatriation of its Indian community to India and the can- 
cellation of India's trade boycott against the Union. 

17 „ Cabinet shifts 

< * * **** ** * t» 

Just prior to the cabinet meeting the Prime Minister 
announced a reapportionment of four relatively minor port- 
folios ostensibly to distribute work more equitably among 
the twelve Ministers and to relieve pressure on Eric Louw 
in ^articular. The portfolios were reassigned, however, to 
the cabinet's increasingly influential "wild men”, thus 
further strengthening the ultra-reactionary wing of the 
nationalist Party. This action indicates that Malan is not 
apprehensive of Ilavenga's declining to merge his moderate 
Afrikaner Party with the nationalists in November.* 

0. M alta ra ises a problem for the UK 

Malta's demand that it be permitted to seek direct 
EGA aid from the US will be rejected by the UK Government, 
but the British will probably have to resume subsidization 
of the Maltese economy. Mar-shattered, overpopulated 
(300,000 peorle in 1U2 square miles), strategically- im- 
portant Malta has so Mar been able to stave off inflation 
and unemployment by large British grants for reconstruction 
and contributions to Maltese food subsidies and by abnor- 
mally high employment in the Admiralty dockyards, the largest 

*Sco MB Meekly #67, 6 June 1949 
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emoloyer on the island. Reconstruction is still going 
on thourh the fund will run out in nritish oontr.t’* ^ 

Kutions to the j‘ood subsidies stored in I 'arch™ Tne Aa- 
ira! ty has decided to fire 1200 of the 12,000 dockyard 
workers. The Maltese, r/ho feel that Britain has interpre- 
!:sd less tlian generously Churchill* s pledge that i alta 
••finld be "aid back "every penny" of what the v:ar had^cost 
her, also believe that they have not received their iair 
share of the UK* s UC/L funds* Vho I':iluese enjoy virtually 
full self-government except for foreign a i airs ana ae tense, 
and since last September they have been seeking permission 
to -^tici^ate in OIPX on their ovn and to apply tor direct 
LCA aid. On B August the kaitese Government delivered an n 
ultiimtum to the British Colonial OUics that ^rave otonb 
would have to be taken unless an adequate reply were re- # 
ceived by 22 August to Malta's claim to aircct participation 

in OEKC. 


'.That "rrave steps" were contemplated is not known, 


^ 4 - ** 


but it is doubtful if, as a Soviet broadcast claimed, the 
Taltese planned to "withdraw from the British Commonweal!, a 
and "raise the flag of the United States." Halts' s Prime 
Ilnister Boffa now seems to be wavering in his determin- 
ation to stand by the ultimatum. On lb August, his Deputy 
T> rime Minister resigned because Boffa would not assure him 
that the ultimatum would not be withdrawn, Boffa, who 
claimed support from the rest of his Cabinet, refused to 
accent any limitations on his powers of negotiation. It 
is likely that the continuing conference between Bo;.-.a and 
Colonial Secretary Creech- Jones v/ili culminate, ^not in ^ 
''alta's being permitted to renuest direct iCA aia, nor m 
any " crave steps" being taken by the Maltese Government, 
but rather in renewed British financial help to keep ,.aita s 
economy ticking® 


f j„ Irish to continue to nress for sol ution of Pa _r- 
IT Tion^cIi spirte 

Irish spokesmen will continue their efforts to raise 
the Partition question in the arenas of international 
politics, despite their failure at. the Council oi ^urope* 
They are required by the tenets o' their nationalism and 
the realities of their political futures 


* o it 


To make Par- 


Approved For Rele! 





•P79-01 090A0001 00070008-6 



,i> 


Approved Wr Release 2001/09/03 : CIA-RDP79-01(MA000 100070008-6 



tit ion an international dispute that int ernat ioual ^organi- 
zations cannot Ignore has become a principal aim oi Ire- 
land's foreign policy. 
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The Canadian jacjcjTOun d for the W ashi ngton ta lks 


The Canadian nosit ion on the British financial crisis 
is still as It was In the London talks,* and it is expected 
that Canada trill not present a srecific_ urogram lor solution 
of the UK's uroblens. There are several reasons or inis. 
Canadian official opinion is that tiie UK's problem is pri- 
-ar-nv one of internal adjustment, further, there is a feel- 
ing in Canada that It has done everything oossiolo to aid 
the UK Loth by loans and by the encouragement of imports ^ 
from Britain.* In addition, there has been a narked deterior- 
ation in Canada’s own foreign trade position this year which 
merits priority attention. Import controls on dollar pury 
chases are expected to be increased while tirst priority is 
1)0 inp riven to efforts to increase exports to the Uo 
Canadainust halt the drain on its # supply of .US dollars as 
Europe's hard currency pui:’ chases in oanaua decline. 

The Canadian attitude does not mean that the Dominion 
will do nothing, but merely that the first move is up to the 
UK* Canada’s interest in solution o ! tne problems is great* 
Should Britain retreat further into sterling dioc trading 
or should a devaluation of the pound become necessary, the. 
effects on the Canadian economy would be far-reaching. I- is 
expected that if the UK is willing to make changes m domestic 
policies Canada will do all it can uo assist. 
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1 , National elect ions in October 


TTow 


elections, scheduled fop a three-day period 
br -irminr 23 October as a result of the ’resident s pro- 
ro^inr of the Al tiling ^Parliaiaent on 12 Au ' us t,- should 
produce a none effective Icelandic ^cierniient^than that 
based on the three-party coalition .termed in peuruary Id r7 < 
Art election canpairn wa^ed over current issues an. a new 
FAndate iron the electorate are required v.o clarify the 
political situation in Iceland, Comunist prospects for 
participation in the new government are niio 


.«•% <; 


See HE Weekly #77, 13 Aurust Id', 9 
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